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SUBJ: ARCO WILL NOT SIGN TECHNICAL SERVICE AGREEMENT WITH GOV 

1 . BEGIN SUMMARY. ARCO HAS INFORMED EMBASSY THAT IT HAS WITHDRAWN 
FROM NEGOTIATIONS FOR A TECHNICAL SERVICES AGREEMENT WITH THE 
GOV. THE COMPANY WILL CLOSE ITS VENEZUELAN OFFICE IN ABOUT THREE 
WEEKS, RETAINING ONLY A LOCAL LAW FIRM TO HANDLE AFFAIRS. THE 
COMPANY WILL CONTINUE TO PURCHASE ITS PRESENT VOLUME OF 30,000 B/D 
AS LONG AS THE OIL IS COMPETITIVELY PRICED, BUT HAS NOT YET 

SIGNED A FORMAL OFFTAKE CONTRACT. END SUMMARY. 

2. HUGH SHEFFIELD, ARCO REPRESENTATIVE IN VENEZUELA, INFORMED 
THE EMBASSY APRIL 28 THAT HIS COMPANY HAS FORMALLY NOTIFIED THE 
MINISTER OF MINES THAT IT HAS WITHDRAWN FROM NEGOTIATIONS FOR A 
TECHNICAL SERVICE CONTRACT. A COPY OF THIS SAME LETTER WAS ALSO 
GIVEN TO ITS NATIONALIZED OPERATING COMPANY, BARIVEN. SHEFFIELD 
STATED THAT HIS OFFICE WILL BE CLOSED AND HE WILL DEPART BY THE 
END OF THE THIRD WEEK IN MAY. ONE OF THE PRESENT VENEZUELAN LAW 
FIRMS REPRESENTING ARCO WILL BE RETAINED TO ANSWER CORRESPONDENCE. 
THE REGISTRATION OF SINCLAIR AND VENEZUELAN ATLANTIC REFINING 
COMPANY WILL BE MAINTAINED FOR TAX AND OTHER LEGAL REASONS. 

ARCO WILL CONTINUE TO BUY 30,000 B/ OF CRUDE OIL, ACCORDING TO 
SHEFFIELD, AS LONG AS THE VENEZUELAN PRICE IS COMPETITIVE. HOWEVER, 
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REDUCE OR CEASE TO PURCHASE CRUDE WITHOUT GOING THROUGH THE FORMAL 
NOTIFICATION AND PHASING DOWN PROCEDURE CALLED FOR IN THE CONTRACTS. 

3. SHEFFIELD SAID THAT THE REASONS FOR WITHDRAWING CITED BY ARCO 
IN THE LETTER TO THE MINES MINISTER WERE THAT THE NEGOTIATING 
PROCESS WAS TOO DRAWN OUT, WHAT THE COMPANY WAS BEING ASKED TO 
PROVIDE IN THE WAY OF TECHNICAL SERVICES WAS TOO EXPENSIVE 
RELATIVE TO WHAT BARIVEN WAS WILLING TO REIMBURSE (ONLY THE SALARIES 
OF SHEFFIELD AND A REFINERY EXPERT); AND, FINALLY, THE PROFFERED 
TECHNICAL SERVICE FEE OF EIGHT CENTS PER BARREL WAS INSUFFICIENT 

TO JUSTIFY ARCO PROVIDING VALUABLE TECHNICAL SERVICES. 

4. ASKED WHAT TRIGGERED ARCO TO WITHDRAW AT THIS TIME, SHEFFIELD 
REPLIED THAT HE HAD ACTUALLY NEGOTIATED AN ACCEPTABLE TECHNICAL 
SERVICE CONTRACT WITH THE DIRECTOR OF HYDROCARBONS, AREVALO 
REYES. HOWEVER, WHEN REYES SENT THE DRAFT CONTRACT TO BARIVEN FOR 
APPROVAL, THE OPERATING COMPANY CHANGED IT SO SUBSTANTIALLY THAT 
ARCO CONSIDERED NEGOTIATIONS WOULD HAVE TO BE RECOMMENCED FROM 
THE ORIGINAL STARTING POINT. THIS, COMBINED WITH THE COMPTROLLER 
GENERAL'S BACK TAX CLAIM (EQUIVALENT TO 20 PERCENT OF ARCO’S TOTAL 
COMPENSATION) MOTIVATED A DECISION "AT THE HIGHEST LEVEL" IN THE 
COMPANY HOME OFFICE TO PULL OUT. 

5. COMMENT - WITH THE DEPARTURE OF ARCO, THE OPERATING COMPANY 
BARIVEN BECOMES A PRIME CANDIDATE AS THE FIRST OF THE FOURTEEN 
TO BE MERGED. BARIVEN COULD BE INCORPORATED INTO ONE OF THE 
LARGER OPERATORS AND THE ACT ANNOUNCED AS THE FIRST STEP IN THE 
RATIONALIZATION PROCESS ENVISIONED FOR THE INDUSTRY. ON THE OTHER 
HAND, THE VACUUM CREATED BY THE DEPARTURE OF ARCO COULD PROVIDE 
PETROVEN THE OPPORTUNITY TO BRING IN OTHER TECHNOLOGY ON AN 
EXPERIMENTAL BASIS. BARIVEN IS SMALL ENOUGH TO JUSTIFY SUCH AN 
EXPERIMENT - THE COMPANY PRODUCED ONLY 18,000 B/D IN MARCH, AND 
THIS VOLUME, IF MISMANAGED, WOULD HARDLY JEOPARDIZE THE OVERALL 
INDUSTRY SITUATION. END COMMENT. 

6. SEPTEL FOLLOWS ON STATUS OF ARCO COMPENSATION PAYMENTS. 
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